
.l.lt ttt,;ed .lntliting anl Profestiottol Ethirs Chap. 6 !h,
(v)l. Audilor e\pNsses ul]nrodilied,/unqualified opirtion rvhen hc concludes that tlnancial

slittcnrcrlts arc preprcJ irr rll malerial respccls rs pcr lpplicable linancial rcporting

llxrnr!!.rli I Uili). fSA"l00l
:iiri\.\Jf- li( !\fI.jsii rrrodilicd opiniort $ilcrt hc

(i) a(rrrl[.ir] Lhat llnancial slalemcnls as a $hole aru nol frce lrom material

nri-.starcntenls. or

(ii) is !n.ble to oblaif snfficient and approprialc evidence to form conclusion. (SA 705)
'the L\,fr oj lodifi(atioD depcnds upon lhe nature oi matter giving rise to modification

rnd uudirors.lldgmenl aboLrl thc pervi]siveness ofeffccl/Possible eflects on the financial

slaleuc i1s.

A: pI SA-?05. the :[rdiror e]ipresses a disclaimcr ofopinion when his inability to obtain

srilluc!t appropriale evidcnocs is so malerial and penasivc tirat quantifrcation is

6.

1.

L

10.

9

lt.

insnlllcicnl. (Due to possible eifects on financial statements.)

Ileslrall place Basis for disclaimer of opinion" Para immediately before opinion Para.

-\s .iu,rlill.atio! oI Possible eff€cls or ilnancial slalements is impracticable, he shall

stale thr\ lafl llcrcir.
Not,dlnq\ ol"llis(lainle[ 0f 0Dinion"

llecxusr of significance of mallers described i[ the "basis for disclaimeC' Para, the

alrdiftn has rol been ahlc to obtain sufficient appropriate evidences & thus, the auditors

does note\press an ofi ion on the financial slalemenls.

iio\c!er. iI there is limitiriion on his scope by managemenl. he shall communicate the

same to TC\\C ard !!hen its not possible to perform alternate procedures and possible

rllefl is marcrill ,xrd pcrlasilc he shall either lSjgll orexpress a disclaimer.

| , J .. .. re i r "audj1ui. re>oon.ibiliry fara lhal he ua5 not able ro ohtain sufllcient

appropriatc eridence.

As pcr SA-705 he shitLl communicale to TCWG in case he expects to modiiy his
opinion as $ell. This coNmunicalion includes thecircumstances and prcposed wordings

olDrrfuiraer opinion.

,1,,

Mal

(D

6.2 AITDI I ITEPORTS UNDllt l'HE COMPANIES ACT, 2013 /re
sutv ha! ubctult hren cot'ered it1 chqter 5 undat tection 143,

0.1 ( 0\rP,\NtEs (AtrDIToR's RIPORT) ORDER, 2015

!.i!l!.ElLL:r\
llte ordrr provklcs that ii shnll ni)t apfly
il'l
(i) A hilnLing compalyi

(ii) An in\uranc(.conpanv:

{iii) ,{ cornp,rnJ liccnsrd lo opcrale undor
Sec(ion 8 ofihe Comlanics Act,

(iv) (ir) a one person Company and a

smallcompan!

Paid-up share capital would indude.bolh equiD,sharc calilal as

$cllas rh( prcference share capital.

Bolh capital as well as re!-enue reseryes, should be taken into
consldcralion while cornputing the llmit ol rupees frfty lakhs

frescribcd Ior paid-up capilaland rcserves.

I{evalualior reserve, if any, should also be taken into
consideration while determining the figuie oi reselves Ior tle
linrited purpose ofdetennining the applicability olth€ order.

The dgbit balaffe ofth€ !rof( and loss account, if any, should be

rcducd from the figure of rcvenue resewes.

Loans llom banks or flnancial institutions are normally in the
form ol rerm loans. demand loans. working capital limits, cash

crcdits. overdrall lacililies, bills purchased or discounted.

4.

2

5.

t.



Chap. 6 Atkiit Repan 6.3
hap. 6

LAdverse 0pinion The auditor's opinion can brcadly be divided inlo two categories

(a) Unquaiilied opinion

(b) Modified opinion - Qualified

' - Adverse

- Disclaimer

SA-100 (l{e!ised) "forming a0 opinion & repofiing on financial slaLefilen$" deBls wldr

unqualil'ied opinion whereas modified opinion is covered in SA-705 "llodil]catjofs l0 l|lewith
.o the

ments

IsA-

n and

en15,

rtedal

Lverse

al but

Para

w)in

!vith

l
s for

at1er,

e ibr

opinion in the Independent Auditor's Repor1".

Auditor erpresses unmodified/unqLralified opinion lvhen he concludcs that l'lna.cial

statemerls are prepared in all material respecls as per apllicable fiIarcial reportilg

framervork (FRF). [SA-7001

However, he expresses modilied opinion uhen he

(i) conclLtdes thal fioancial statements as a whole are not lree from malerial

nisstatements. or

(ii) is unable to obtain sufficient and approp ale evidence lo form conclusion (SA ir05)

5. The qpe ot modillcalion depends upon the naiure ol malter glvjng rke lo nodillcalion

and audilor'sjudgment about the peNasiveness ofeflect/Possible eflects on the li.Ircia
slatements.

6. As per Sa-705, when the auditor's conclu-des thal financial statemenls are lnalrliiill\
m isstated and efleci of such nlisstateme0ts is so matelial and pervas ile ort llrc t,:lll' ( lr :

staiements thalonly qualified opinion will be insullicient, he expresses adverse op rrill

7. Whenever he expresses adverse opinion he shall place anothcr pala nirned iis 'Bilr i icr
advene opinion" imrnediately belote the olirlion para. HeIe he shall dcscribe the milll.r
giving rise to such adverse opinion alongBith its quantification.

8. wording of"Adverse opinion":

In the audjtor's opinion because oI signlfican.e of mattels desclibed in the basis loI

adverse opinion Para,

(a) The filancial statements _d0 nol presenl lahly (or give a true & lait vietv) in

accoldance with fair presentation fiamework, or

(b) The financial stalemenls hale not been irrepared, i. accordance lvith compliance

fiamervork

9. T\us, hc cxpresses advellje opinion due to pervrsiveness of m is(alenleil 1olrl]d

10. Moleover', ir case ol ad\eisc 0pinion, he shill siate in "auditol's rcsponslbiLil) '' I)ilri llir I

a ditor has obtained sulficient and appropriate evidences to providc a basis lor iL|rtiL,rr'

,ldrerusopinion,

I 1 . r\s per SA-705 he shall conlmunicate tq TCWG in casq h-e expecls 1o mod il nis uir:nr cn

as well lhis colnrnunication includcs re circumstances and proposed \\orrlirir',rl
,4,/rrr'.'up r..or .

Disclaimer 0f I Thc audilol's opiniorl can brcadl) bc di\ idcd i'llo t\!o caleg0ries

Opinion
1a) L, nq u aliiied opirion

(b) \4odified opinion - Qualified

- Adverse

- Disclaimer

2. SA-700 (Reviscd) "loming nn oplnion & repodlns on financia stutcmenls'' ireal5 riilll
unqualified opinion whereas moditied opiaion is covered ln 5A-105 lUodillcariotj I".

the opinion in the Independent Auditor's Rcport".

thai

lie,l

rell.
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Chap. 6

(v) A pr-ivate limited compiny \yith a 6. Outslanding balances ofsirch lolns sLoLLLrl [,t t.ns]rier,lLl:Lr L,it,
pal'd-up capital and reselaes not outstanding lbr the puryosc ol con)DUlrng rir liiri, !1 rlrr.!

Iudit Repon

more than rupees fifty lnkhs and
which does not have outstrnding
Ioan ex.eeding rupe€s q!!1ry,hg
la.f,I! from any bank or financial
insfitution and does not have a

turnover erceeding rupees five
crores at anX point of time during
the findncial !enr.

hvenry five lakhs.

7. It is cladfied that since thc words us.d b\ llre ode .i. ':irt, l-.lril'
or financial institution'. the lirrit oiercee,lrg rl\..i,i lr: .rLl

rupees applies in aggregete to all loans.

It defines lhe term 'turrovcl as the aggregllc iuroult ji,r r, i
sales are eiiected by the cornpanl_.

11 ma) be noted thal tlre _saes.1lc!t.d" \\r,l.L,l l.l ri
gouJ \Li - .r.:. . '-.

8.

G)

(d)

earlieryears.

shoLrld be cons dcrel:

(a) Sales tax collected or ercise dulies coll.0tcii jh(\r .r r|r lr.
laken lnto account ifdrel are credited :tpr i|1 i". ,rt,:r
tax.account or excise dut! accounl:

(b) Trade discounts shou[] bc ic,lucted llorr tire iiglr. !l
turnovell

Comnrisslor allowed I0 thi.ij liarirJs 5hr)Lrl(i fol h,l

deductcd lionr the figure oflrrrov,:r rn,i

5ale5 r!r.rr),1.;r.ld bc d,d,,r.o r - 'l
lLrnorer eren i[:he reu rrt! rc lr. r r \: r .'

Matte$ t0 be included in the audit0r's rep0rt
ctent

r his

lings
(i) (a) Whether the comprny is

maintaining prcper records

shgtllqg lull particulars,
i0cluding lJ-antitative detaih and
situation of fi xed assets.

. ll re.rije.,)l .'oro '. . i,,.'. 1.
nrairtainirg prop€r records -cho\!irg r: l,iL r .LL tL ,. rl

qrLanlitative deLxils and situarior ..lili.ii ii\!],
2. Tle,e record. sl.o.rlo -.0. 'r'"' a" ..'

itens oI fixel assets thal ha\e bltr ll,il\ rl.![,1i,i.]
anrortised or ha\,e beert retirerl fiorr: lctirl ilsr lLrll l:t,t l.r
disposal.

3. The rccords drould also conLain ncccsla 1 t-rrttr ir. I 'r i l
of item ofhxed assets that harc bccn tril),irf iirri r'rir,,rl,c
pcriod covered bi, ihe ai;Jii icpoit.

4. TIe purpose oi sho\|inq thc situatio oliitc asr.ir:r t! |lji.
\enT crl .]n nosqrhlc

5. Where assets like furniture eic.. are locitlcti in tlL: rr,r,lr rll
plc.lce\o 1.nber.o. ll.'. '.1c ... .r ..
indicate the namel designation 0fthc irno..

Phvsicai verlticatrol ol thc assrrt rili i,, ,i, , .t.
naragenrent anJ Jlot b) thr aLldiior'.
-lhe iludit0r nri! obser!c thc !eriilarl n :. r)..iir.. .,

rerifilatiol olxll rsscti carl bc Hille Lr tt: lt:. r:., :
singLe day or xithir a relati!el! short lteirnd 'tt'itIr'' lCCe\.'. .0.,l" .l l

lr ,ere i.Lrlr..
rcqLri|cd

al as

dbe

into

akhs

tnl0

ihe

the

rash
l

L(b) Whether these fixed assets havc
been phlsicalll verified by lhe

. management rt reasdnaljle
intervals; lyhrthcr an] material
discrepancics nere noticed on

such yerification and if so.

whether the snme hale bcen

properly derlt \yith in the hooks

ofaccounl,
I1 is also possible llr \c llciili0 t0 lrJ I .i,l ti r

,,.t..(.erg--r,o-tr.,.t ..( ...: o. '.



)th,anced fuditing and Professional Ethits Chap.6

5. Ihe rcndgemcnl mr1 drcrde ubor,t th, periodicitl olphysicul

t
Ilq
:

I

I
7.

i
:

(i

irl \i ll.llci' pirsi.il veriliotion of
ilrri.niorj' has been conducted at
r', r.rx,ihi( iiitcn*ls by the

\eriic:iiol of inventory followed
j)) tIc fililnllgcmelt rcasonable

' ,,:.ii,ririr in rclittioo lo tha

. , ra .lrr coDtlau ,n.l thc
r.lLr rr oi iir buri[ess? ll not, thc
.i,,r;clturicic! in such Iroccdurcs
!i ntlkl lrir icporlod.

verifrcalion of llxed asscts.

Auditor should oblain a nranagemclrt reprcsenlatiol letter

c,Jntlmring tlul lhe firrd assets are pl,f icrlll rcrified b1 the

company as pcr policl olthe company,

The letter should also include the dctails 0f the rnalerial

discreplncics rioticcd during the physical v.iticalion of the

fi\ed assels

ll no discrcpinrcies were iloliced during the physical

verifiaarion. thc management representation lttler shoLrld also

l. Inventories include goods purchased and held for resalq for
e)iample, merchandise purchased by a retailer and held for

resale.

Inlenlories also include finished goods produced, or wo* in
progress and materials, stores and spares, consumables and lose

tools.
'Physical verilicalion oI inventory is the responsibility of the

managemenl of lhe compiiny.

The pe odicit) of the physical veriflcation of inventories

. mention thjs faci clearly.

ab) ,a.re il,J Drocedures of physical i I. ln casc the proccdures of physical verification ofinvento es, in

4.

3.

4.

the opinion of the auditor, are not reasonable and adequate in

relation lo the size of the company and the nature of its
business. the auditor has lo repon rhe same.

\vlil(, rhe physical verification of inlentories is primarily the

dutl ofthe management,lhe auditor is expected to examinethe
.nelhods and procedures ofsuch verillcalion.

l'his }lould rcquire lhe auditor lo make use of his professional

judgnrent.

Thc SA"50l, 'Audii Evidence - Additional Consideration for

specific items", lays down the guidanc€ regarding the audit
procedures to be applicd for phlsical verification ofinventory,

(.) Rllrrth.r the companv is

ilili,r!iliiiiiiig ircpu iec0rds of
irr|cnlnl ar{l nl}elhcr :ln}'
n:rtcrial discrepaDcics \ycre

lolie{l r)r phlsical verifi$tion
xnd ia so. rvfiethcr the same hal'e

bccn prop(rly detlt tvith in the
borlli\ r,frttouol-

I,

2.

L

4.

It requhes tlle auditor to comment whether any material

disorpanrier qere noriced on physicrl velll-iiation of
inventory and i f so, \ ether those material discrepancies have

been properly dealt with in the books ofaccounl,

Whal conslitutes 'proper records" has not been defined.

The records should contain the pafticulars in respecl of all
items olinventories.

The audilor should also salis$, himselflhal lhe slocl' regislers

a-e Lpdated a5 and \\hen rhe uansacrions occur.

Jle audiior should oblain -a li$ ol compalies, firms or other
plnie5 co!ered rn lhe regisler maintdineo under Section l8q of
the Acl from lhc managcrnent.

The aLrditor should also take into _consideralion the loan

lran\flctiols lhat have been squared-up during lhe. !"r.. -
'ii-

',,ir(illlr' thr c0nrJ)il \ hr! grnnted L
rrr\ lirilns, \0aulcd 0r unsecured to
L,lin;)xnic\. ijrm\ or orhcr parties
,r,r1'rc(i in thr rrgistcr mxintrined 2
,,i,rlr :r.t;(,1 lli9 ol tte Act, ifso,



LI
cal

Chap.6 .41dit Repotl

(a) Whether (he receipt of thc
priiclpglamount atd ir[rrc( are
also regular.

(b) If orerduc amount is more than
onr lakh, whether reasonable

sltps,.hiiie bocn tahen b) the

company for rccorcr of the

princiiral ind intercst.

(iv) ls there an adequate internal conlrol
system commensuaate with the siz( of
Ifri-uimpany and the nature of its
business, for thr purchase of
inventory atld fi\ed assets and for lhe
sale of goods and scnices? Whether
there is a continuing failure to correct
major yeaknesses in intcrnai coltrol
syslem.

l. l_his pan 0f ihe cl.usc requires dle ru,lii,)r l{r r.l,,r Li|,,r ii l
teguiarity ol receipt ol prrllcilal anouft 0t iLrirrr. ,r ii irrri
thereon.

2. The audilor has lo e\rmine uterher thc reccipi nl ir ilta;rirl r:,:
interest is reg la.

J. The word 'regular' shouid be lrkcn rc r)rriur Crill lirc fiiiriiJ,ii
and inleresl should normalil be receircLl \\henelcr thei lall JiL.r

rcspecti!ely.

l. A loan is considered to be orerdLlc uhcr -i c !.aln;.ni rL..,, r

bcen madc or rccei!.d on the Juc .lirra ir. iu I . ,rl

[0angemcnts.

2. In such cases. lhe auditor has to exarninl the ststrs. il tun. ' .1.. i

for recoveiy oithis amoLrnt.

J. It is not necessaN that stcps lo bc tekeD must rcrcsslr \ r.

lcgal sleps.

.1. Depcndirt npon thc circ!NstiLr)ccs r,r , ,i rn 'llr. ,

sendingol.ill]ad!oci]|e.s!t.5ol]jj1!|:..
''?l'onable\lcD."c\fl rl'^' r'i,r.',i.'

l. 'lnlcrnal Control Systed meons all lhc p0 ia es }l(l pr0cl rlr\
(inlernal conrols) iidopled b), lhe u nalc$cnl 0i iur .Itrl l,
as:ist in acl.erirg I anrgencr.t'r ub(.: !( or .r .r.'r.. r.(
orderly and eltlcienL oondlct olils brlsiruis.

l. Referencc ra) also be madc ro SA I15 lll)J 5.\ l,lir

3. Theauditor shorrlil ro,rcrr the rafolt,] rrt i rluril ilr i ir ,r

4. fhe auditor ma\' conc across sltuatior. Lri.rrr i r\.rkJrr.. l

inlemalconlrol has becn plnccd bcior"r rlfr l\.:f.i1rl .lir.clir: .ii

the same has not bcen.onsid.r.l.

5. li case tllere is a conlinuing lailLrre nn lhe lixl .1 ll)r r(,lri-.:ir', l,

corkcl najor ,\(ck L,sc Jr II,r r,rrir.rl ',.:. ,' ,

ter
:he

ial
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lor
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, fluditor should also rnake a rc-assessnre]lt ot (hc colt()l L \l
(v) In case the company has accepted L Tie auditor shall detennine r\helher ih! Jef, . lr.r., r.- r

deposits f.om the public, whether the accepted from 1e public in accordanlr \\irir il\' , l

directilcs hsued by the Reservc Balk Scc.76.

rll

oflndiaand lhe proyisiors of Se.tions 2. lhe aLditor shall dcrcmine \\hr:ir.:irL, .lrf,
73 to 76 ou n! other relerant accegted tiom the nrr nhrs i| lt.o.Jil|.. !r ll ,it. r ,

provision 0f the Act and the rules sectior.ll?y& conrpilries lDcrcsilsl ris. l0il
fmncd there under, whethcr l. The Audihr shall (.lerutif. trherhrr tr. ii:.tFr:. .,rr:r ,.
applicrble, have becn complied with. belore the comm.ncanreni ol thc conrl)iirrrc! ,\.r. lit r :.,.If ot, the naturc of contraventions bcen rEpo inaccorda|ce\yithlhcpovi,r,rrsoisr( .ii
should be \taled: if rn ordcr has bccn -.I lhe audilor has lo. lhaielire. llrst i:.l.frlf.r !rl,rt .." :,.inrsr.rl ht rnmnrnv l.x$ Bnxrd or :'
:::,1__I'.1:_'ll:"', _1";..,"::'j","'. Jrl',, :ir rr1'f \,,,,0'. :
National Cornoanr Lx$ Tribun l or u(r riL : rr 'ir) l!\i 'rr 

I u : :

'_ '' r( -td'lor, rn.LL.rl c. t! . r .. .ri....Reserye BanL oflndia or an1 court or '' ."., .Keserve lJanl ol lndm or anr co[rl or -' '
anr othcrTribunal lrhcthcr'the samc irllriiregil'danoJcr.-r_'I.r'.Jlr.'..:...

has been romplied lvifh or not?

(vi) Wherc maintenance of cost records l. I-heorderrcqLrirtsI|',c;ridiicii,,)-1.,,r,ri .',. ...,

hive becn prescribed b) thc Centrrl rccords llale becr nlirle and fl.rir ri n.,, rL r.
Govcrnment undcr Section 118(l) of l,l8(l)
the Act, $fiether such accounts and, L The audilor should obair I rlr::ir r- .-..-
rccords hxlc been ntxr,( n d n an.lallt-l I

maintllined, I

s

I

rl



i ,:,r i (!\ rrgrllr in
,irir,r\rri l.t rxriisllutcd statulort
ilIr\ rnclurliilg l'ro\ idenl fund,
lr ,lor Id c,rtion ltnd

i'.orcclion ['und, Enrplo\ccs'
\t.l( illsurance, lncomc-Tar,
l.ll.:i(rr. \'A], Service tax,
\\ crlth tilr, Custonr Duq, Ercise
I)ul\. Ccss rnd anl other
sllIirrr)r'.,, ilucs lijth tlie
nppr0lrirtc authorities and if not,

the r\te l 01 tllc arroaru o[
ouhhnding stalutor) ducs as at
Ihe inst diY of the financial )car
conccrncd lor ! period of more

ihin sir []onths from thc date
li).', lrcumc payable, shall be

indicrtcd h\ the auditor.

{h) lrr c \r duri ol Income Tar/ Sales

l,r\' \lrxlth'fA\l Senicc Te
( Lr\lr)Il lrr/ Ir\cise DIl)/ Ccss

ha\.c not been deposited oll
ncrounl 0f lny dislute, the
lnroults invollcd and thc forum
\lrcre dispute is peoding shall be

tO rlheiher (hr nDrount rcquired to
he lrnnslerred to investor

cducxtion {nd protectio! fund in
accordnncc with the relevanl
pro\isions ol thc Compani€s Act,
1956 (l of 1956) and rules made

lhcre undcr has been transferred
to such fund rvilhin lillle.

(' iiill\ h(llrrr irr r.rs( of , company rvhich

las been registercd lor a period not
less (hin lile \errs, its accumulated
io\!c\ rt lfic clld ol lhe financill Jear
irr'! i)l ici! thirn J'ift} pcr cent of its
i'it \,)11ir rnd nhether it hlrs incurrcd
rrrih lt)sscs in str(h financial lear and
ir thc rmmodialcly preceding
lin!ncirl\rxr.

AdlanceLl .4 diting and hofessio alEthia Chap,6 Chat

l.

4.

5.

7

t.

t.

I l he aLrditor shonld. conducl a glneral reyic\, of thc co5t recori:
1o ensirre tfial the recordsas prescribed are made irnd nraintaineC.

lltis clause requites tht aLrdilor lo repot upon lhe regularil\ u:

lhe cornpany in depositing Lrndispuled slalutor] dLrcs.

The intention ol the Governmenl. in this clause is to ascenai.

ho\! Ngul thc compan! is in depositing shlutory ducS with th3

appropriate authorities

Silce lhe enrphasis ofthc clause is on thc regularily, the scope oi
auditor's iquiry is reslricted to only lhose statutory dues which

the company is required {o deposit regularly lo an authorily.

For the purpose o[ this clause, the auditor should consider a

matter as "disputed" wlrere ihgre is a positive evidence or action

on the part of the company lo show that it has not accepted the

demand for paJ-ment ofrar or duly, ?.g., where it has gone into

appeal.

ll may be noied that penalty and/or interest levied under th€

respectiye laNs would be covered \rilhin the term "iimouds
payable".

This clause reluires that in case of disputed stalutory dues, the

amounls invohred should be staled along qith the forum where

the dispule ls pending.

Il is clarifi€d here that mere represeniation lQ the concemed

Depanment does noteconliitutedispute.

l. 'Ihe clause isapplicablc to allthe companies lhat are in,existrllce
for five years or more from lhe date of registration till the last

day of the firancial vear covered by lhe arditor's report. The

clause requircs tlrc audilor to.repo l

(a) Wheiher the accumulated Iosses at rhe end ofthe ilnancial
year are morc than 5096 ofils net rvorth; and

(b) Whether the company has incufied cash losses during the
period covercd by tle repo and in lhe financial year

immcdiarelJ precedingthe period covered by Ihe report.

2. The tem "loss" should be constructed to mean the net profit/loss

shou,n by the prcfit and loss account ofthe company as adjusted

ateraking into account qualilicalions in tlre audit repo(.

3. "Net worth" is "sum tolal olrhe paid-up capilal and free reserves

affer deducting the proyisions or expenses as may be
prescribed"



Chap. 6 Audit Relorts
ords

Led.

vof

I 4. The fig re olcash loss olthe uompan) lbr lhc ilrarcLal year oolNIcJ Lry

lhe audil repon and the immediately preceding finerrciitl lcal shoL d il'n

(ix)
: lS qdj*ted lor the efftctol qrnlillcations ln llre resfecliv. iLudit icpO rr

Whether the compaly has ]. lfthe answer is in the a1]lnnetiv. the audiior is illso ;'.quiI(l trr rirr:rl' 'i,,r,\,1., ,'rqui L.l tu L

defaulted in rcpayrnert otl the period ofdefault and tlle ailou.t ofdclauh.
tain
the

eoi
rich

the

mts

the

ere

\a
ion
the

nto

lst

he

SS

d

(x)

2. Dues t0 fi.ancial instltiltion. Danks or debenlure |olders \\ould in. ir'i.
the principaias wellas interest.

J. Il is clarified lhaL the alditor rhould rcpoi:i lit. lrcr,u.i iu.L I rourii !1 JLI

delaults exj$ing at the llalarce sheet data ilrcspcctile ol [hcr Lh0Jc

defaults have occLrr.ed.

4. fire audltor should obtaln a sehedule ol rcpayr en(s lo barlks, iina.cial

institutions and debenturc holtler's onr thc mmuement ol lhe coLnfiNli

5. The auditor shoLLld exrminc the agr.cmcrl or olhcl locrrrrtlll\

containing the terms arld conditions ol the loans xrld hoffolvillgs ol l]lc

compan) f

I 
q, Ilg u'u.o

compan) from banks xnd finmcral instilLLiion.

6. The auditor should also examine lhe debentLrlc lllrsL dc.d

Whether the company hasll. Guarantee given bI acompany is a contingert liab llLi'

dues to a financial institution
or bank or debenture

holders? If yes, the period and

amoult of default to be

rep0rted.

given any gurrantee lor loa[s

taken by others from bank or
finrncial institutions. the

terms and conditions wheroof

a"re.piejudicial to the iitercst
ofthe company.

obtained,

red

2. In respecl ofcontingettl liabiliiies,lhe auditol is nornally concei.ed \vii )

seeking reasonable assuratce that all continent iiabilitles ilre deniiil.d

arid properly ralucd arrd discloscd as an oll-balancc sheel itcfl.

J. The auditor should eramine the N4emorafdLLm ol r\ssocial:0rl nl rlr.

company with a vier! to dctcnnine whcthcl ilrc..llllllir\ .ltf !"r l

guaranlea.

4. The audilor should also verily \!hciher llrc turr)lrilrl\ lisil)n i'-, "

3. Teorls loans ale gcrtc11ll] PIo!ial,id b] Lrit ks and Inlxr.rll irlsiilulr0rls 10r

acquisillon ofcapital asscts !!hlch olicn beco re l. slaill]11 lirr thi' 
'fll

4. The auditor should examinc lhc lems irfl c0railiorrj ju[:rj'"al li] \''Llr: I I ril

company has obtained the term loans.

5. It may so happen thal the tann loans lake. during lhe }ear J)l ght n01 lli""e

been applied for the slated prlryose duling the )rear, lct e\alnfle, llle olrll

wrs disbursed at thc end olLhc lcar
L. The ohuse does nol rcqtrire ille iltrditol lo .lls..'\cr llLr li,LtL(i' t" lll'l

coinpant- and b) the co llanv.

2. '1he auditor is also rcquirerlto corrpil \lllll lllc r( L l'arl].!r, a\ \ - ir

3. The term 
_liaud refas to an iitel)tionxl xal ir) lrlrol i r l L 

' 
l : l r 

' 
l i ' ' 

l r ''
arnong nanagemenl, those charged rvilh go',crlLllrt. ,:LlrI L'r:t . '

parties, involving the use 0f dr:capiiol la 0Lrlril :llr rlrll:, 'i
adva.lage.

4. Misappropriatiorl ofrsscls involvesll)e thcll ,:rl irn r ilil\'! ii:: i'
5. I he audilor s lould cranrine I te rrlrris ol i:li LlrL .L .rL,u 1,,

vlew lo ascerlain \!helh!r ari tieLLrl hirs l-.eerl rtl,Lr llli Lrr:l0ili.,i lr) li.
nranagement.

6. The auditor shoujd also disctLss thc mrtLer \!illr 0llr.r crpl.\a.", lrl tlrr
compan). The iiudilor sho!tlo 0lso,j\aminc lll1r In i1'.1: Lr00l f i :ll. rL'i!1,

meeting olthe company in ris regnrd

fie rcquircmcnls oi Act

txit whcfier ttre term loans $ere l. The audltor should Ncedein nhelher thc conlpilnl hils 1xl:.rl 1rl) 1r"rr

applied for the Purpose for loans".

rrtiiat tha loans were 2. Tenn loans normalll halr: a littilor pre_ietc rincd I cpri m':lt :cheJLrlt '

(xii) Whether any fraud on or br
the compan] hrs been noticed

or reported during the Year, if
yes, the nature and the

amount involvcd is to be

indicated,

1e

af

)s

,e



Advonccd luditing and Prolessional Ethics

A Quick Revision ol CARO

:ict applical,le to r (i) Banking Company; (ii) Imurance Company;liii) Company ds. 8: (iv) OPC & Small

l.:npanies (\,) I'rivate L,imited Company, at allthe times during yeal whos€ -
(a) Pllid up Capital + R€serves 5 50 lakh; and

(b) Loan o/s :25 lakh; and

(c) Tumovcr: 5 crore rupees.

Tumov€r (srl0 ofgoo& & $ervics both)

(i) Trade Dismunt should be deducled

(ii) Salcs 'l a,\ / Excise duty should be deiucted from tumover if credited separdtely to such y'Jc.

(iii)Sales retums should be deducted (even if it h from prior )€ars).

trv)Commission lo llld paflies not to h deducted liom hrnowr,

Reserae

I i( .,JritirT Rcscrves + Revalualion Reserves) + (Reyenue Reserves -Debit BalancE of P/1, Account)),

Loqn ds.

ln aggregate, from Banks or Financial Institutions, slDuld bB taken.

MatterN to be cotrsider€d

I
(
,I

t

).

L Iix€d Assets

. Proper r€cordsGituation wise and quantity wise)

. Physical veriflcation and discreporci€s

Inventories

. Physical verificalion

. Procedure reasonable (inadequacy to be poided olt)

. Proper records and discrepancy.

Loam ro i[terestcd parties

. llc.oipi regular

' lr'overdlle amount > I lalih, rcasonable s1eps.

l. InlernalControl
. Purchase of inventory and Fixed assets

. Sai. olgoods drt services

. Is failuP lo correct weaknesses?

5. Companies ncceplingpublicdeposit

. RBl'Companies Act/any other act complied,

. Order by CLB/RBIrcourNCLT complied.

. Amount transfefled to futd.

6, Cost Re.ord: Whether maintaiDed, if prcscriM.

7. Statutory Dres

. Re80lar in deDositing undisputd shtutory dues. lfnot, extent ofan ars as at 6ilanc.e date exceding 6 montlu
ro Le llporled.

. L dispLrte. amout and forun.

6.5

=Qu(

G)

I

AI
(a)

(
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Chrp. 6 .rll
8. Company registered : 5 years

. Accumulated losses al end I 5()94 )fnet rlorh. lfd

. Cash loss in this / imntediet,ry r edirrg Ir.Y

9. Defaulted:Deli0lt ln l'a)me t 0l(uesoi'Financiitllirstiiuricrrrior Dcbcnr0rc hr) d.r! \.. i]r.....f, ,"i

10. Guarantee to tsank / Financirl lnstitution : Tcrms and conditions prejudicial

11, Term Lornsr Applied for purposc lor which oblained

12. Fmud: on / by company reponed. I[yes, 1en, nature and an]ount.

QUESTTOT.'S

(l) Wriledo\.!n audilor'sdutles !rdersection lli ol lheCornplnies A.r :lii
(2) ABCPvt.Lld.hastrrrnoverofRs.S.50cro.elromsalesofgooiis&l.j(rcroreliclr:r.r*rr\:,-L ,..,,-

VAT collected anountjng to Rs. 0.75 crorc and lrade discount ol l{s. 0.50 crorc. lts pri{l 0l cqr rJl ir li\ I

lakhs, Capilal reserves 5 lakhs, revenue reserles 3 lakhs. It obtained Rs I5 lakh each liofr 2 birnlii ir5 iorrr rir il r
smning ofyear. llorvever, as ar il.i.l5 (8,'S dale) amounr onlsranding is Rs 7 iakh each tor:rfis lr.!r .,.

renuining amounl has been repaid durirg the ]ear. DiscLrss applicabiiir] ol C^ll0 ur rh! !,JLrfiLir) li r r fj
15.

(l) ABC Lld.. a public company detaultcd in payncnlofincome la\ arrd lin ic.lr\. ('.rrtd l

(4)' Conrment on reporling req!irellenls under CAR0 \!.I.1. loans givtr 1o prll c-\ ao!eral uJrei rrlrtici
maintained uh 189.

6.5 QUESTIONS ASKID rN PRTVTOUS EXAI|S

qr.*iu,
(a) H.W.P. Pri\'nr. Ltd. is having onll $ro membcrl Il and \\r. During thc ardit oir..r,.riir '!

3l'' March,2000.1-ou as audilor find lhat:

(i) H,whoisinchargeolpuichaseshasintrodLlccdficilrioLrspurchasehllsoll{'.ir.Lrrr.
(ii) W, who is incharge ofsales has sold goods rvorth Rs.l crore rrilhout brinsing li i ii,l. r i :

account.

You raise the matier with H and W in their capacity as directcr!. Thel conlesr tirilL ir5 ihis , ii ,r,t.i ir,

known to them and witliin their own f0ld, you shoLrld not repofl lhe samc urdcr lhe C0upalnrs ..',ci.

Discuss \vhether lhe above arguments are acceplable under thc (lonrpirnies .\cr. ilr ir(,[-r -,r' 1.
state the reasons and lhe rnanrer ol reporling 1n ., I

(b) Under the CARO. an auditor is requircd 10 repon on the reSriirrl{) oi |iirif.ll .ri |i( ,r. l l

Employees' Slate Insurance dues.

0ive alternative drafts of (he report on this clause rrlentiolring thc circ!nrstances of reporlir!

l6 nrNlkil lliinrrl lltrl :l/llll

(a) (i) The scope olaudit ofa company is dercr ined

fiil lhe rarms ol rlre en!irgemcnl cJnnot (slti\'l

, ', Prcscribed bY law.

.(iii) l\4oreover. thc rights olan auditor a\iriLxble Lrnder slatute cannot he iusiii.rrrii

(iv) The auditor has lo statc rihcther "ln his opinior.,n.l t0t\,rbe.t o1 l,' i|i'
thc erplanations given to lim . the accolrnts' si!c a l: ue anil itir r i.r\ "

b) pro!isions olthe Cor:rp rl.r ,\!i. l
lhe saopc clar il ill rr'!ri,r, '., ::i.'. 1



),1'.t,t.tJ t ,ht L,nJ lt'ofcssianol Ethitt Chrp. c

r l.iirI.::;,ir,, fr,r.lri,\eS (\\l)ich inllriscxse isol Rs.iolakhs) &nd omission olsales (rlhich in ii::!
-.r,, : i, llj ir(,rci is L\ourd Lo iliect lh! trire and fair liew ofthe financial statemenls oi tj'.i
0L) llPell\'.

,r I Il[ eL0]c, the iicl thrl thc!e are onlv t\ro members and they are fully atyare of such transactioi:
\\(rLrld rot lril\! nn\, loll)act m lar as scope ofaudit is concerned.

,Llt I Lr\. i,,( rlrr :hrl cnol1 thcsc aspacts ir lhe audilreport.

(r , Lrlll \(
.1, I \r, i'l ii ... ris ral'lected in the profit and loss accounlare overstaled by Rs.50lakf:

. : i,i, ,, .1. u\ r(tleulcl il tllc I'rcI]lafd Loss Accou0t are undeNlated by Rs.l crore. Th::

. i: rL :r ,ri , rrr,r.r:lillir! lhe prollls ol'rhc company by Rs.l,50 Crores. On irccoull ofthesi
. ji:Ji:.rjr. i'rr cullc liirbiliiies arc o\arslalad by Rs.50 lakhs, the currenl assels are underslatea

i, lli. L rrria arid reserles ilre uldcrstared (bclorc ta\) bl Rs. l.50 crores."

Subiccl to lhe above. i[ our opinio0 and to tl]e hesl of our information, the accounts present a true

il|,l irir' ! i.1\'

r '.i.r:,,rrr.rr Drir,: ifthcnaturcol tiaudreponingu\14-1(12)to(15)isalsorequired.

ir iir.'mrnnr r,1 !'cr."r1irrg \\ill btasgiven llnder rule 6 (Chapler 5)

I!1 . A'p.r C\:l{) l(riilnd.rsc.lion lll(ll)ol thc Companics Acl,20ll lhe auditor is required lo repon
\rlrrLrcr rhe coDlrirn\ is rr! lar in depositing statulory dues including Provident Fund or Employees'

Slille lnsurancc (llsl) wilh the appropriate aulhorily.
. The audiLor has to reporl on the re.eularity ofdeposit ofprovident fund and Employees'State Insurance.

, \ldraoler. I lr nt riitu)f shouLd inCicate the cxtent of affears as at balance sheet dale exceeding six
tIi)f1lti.

' \.._i. r _ '" "- : lll.-e'' .. 'o:
'Pr(r\, Lienr iirnil Lrp o.l-ces Stxre lnsura cc dues have generall) been regularly deposited with the

'l r' " 
'

ii tl'ri;,r.,\ \l c lns! nre ducs hale gcnerall! been regularly deposited with lhe

. ..,:. .r,,ir,,iri:.: r|0ulll tlterc blls trccn il slight delay in a lew cases".

.. ir I ti.rxir.!r.i srale lnsuilnce .1..i hale not generally been regularl), deposiled with the

r .. .,ill)l.|rir.. thoush thc dcla)s in deposit have not bcen serious".

li ,\i,L,r,,L T-,,,,,1 Llriril)\rc! Sltlc Insuiarce dues have ot been regularly deposited with the appropriale
,r Lr: Lir: iLri.l rlrcrc hrre bcen s.rious dela\s in a large number oIcases".

, r .r.,: ,,r'il iur'\. llle iiLlorrinq rrording ntal be used:
-lrr\iil, lL!xi'L fl0)e.! Slilc Insurance dues relating lo lhe period ...... and aggregating to Rs...,,...
rlrch lllii lrilcn due lor deposit had nor becn so deposiled and the said anount is in arrears as at balance
rirctl diLle $ \\cll".

s lh! ,LuLiit(rJ 0l I ao|tli|) sUpposed lo relcr ai.l- paragraph in Director's report in his own repo( to the
rra.rf0l(l.rs ol rlrc !o.lna|\ I Srakr \o rr licrvs ln this recard. (8 marks)(FinalNov 2000)

,\ns$ cr ( rclr r,, S,\ j:(r .Ird Sr\ ,'16 OTllIR N]AT IER PARAGRAPII)

(jurstiori

it i r l,l ,rtf r,i rt !1 |!! ihca ftlnn Audit Rcport

,,i , . ., r '. . rf-l 1rr(li1 R(l)o11r

(Finai May 2002);(FinalNov 2004)

. , ,r L tt.rl. ts ,t \[inc]t conllrmalion ol the accurac] oflhe facts staled thereio and does not involve
,i,. riilrrl,rlu ur oririorr
,'r. r.r)r ,llriir.itc- is, lheretore. uscd in casc oflerillcation ofthe accuracy offacls.
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Chap.6

. An auditor's certificate represents that he ltas verified oeftail ljgures ard is rn I po:jition io \0uch lir.r
accuracy.

' A reporl, on lhe other hand. ilprepared on the basis of conchLsions bascd rLp,r: cr ,icn\.r. iti)iili ril
$rough performing p.ocedures on the dala to be eramined and includes ths iftilLrr'! rl,injon I lrrr.r)

. The report'involves erpression ofopinion lvhich ma) difLr tiom onc prcle\!lr, |1 l. loii , r

.lncaseofacerlificate,heisresponsiblcfortheihctualaccuracyof\\hattsslalcdthcr: 
.

Question

Disclosure under "Basis oflssue Price'in prospectus. (r.ifr\ Nra\ rrrr(;.1

Answer Disclosures under'Bnsis ol'Issue Price': Under this heedin!. the lbllo\\lr! i!li) lnilri,ir j. i,
disclosed:

(i) (a) Eamings per share. i.e., DPS pre-issue lbr the lasl lhree )ears i

(b)_-PiE pre-issue and cornpirrison thcreoflrith indrslry P/E where available (girinr rhc soLrrce irrm r1r,:ir
indu:rry P t has Sein t:rlieh;;

(c) Avemge return on nel worth in the last three years;

(d) l\,linrnrr.in relu'n on tle increased net$onl requir(d'o nlain'Ji pte-i,.u, | .)
(e) Net Assel ValLre per share based on last balance sheet;

(t) Nel Assel Value per share after issue and comparison llrcreof ulth tllc lt!rie )rir r
(ii) The aciounting ratios disclosed in lhe ofier document in suppon of basis ot the irnrc pri.( jiiir i.

calculated after givirg effecl to the conseque0t increase of capital on account 0l complllsor! cr) !ersiof\
outslanding.

Question

What are lhe contents ofreports and certificates for special purposes?

Answer

Refer to SA 800

(6 alksl (l inal \o\ 11ilrl r

Question

What is your underslanding ofthc (erm "lrue and lair viclv' i0 a staluror\ auilir lefox or r J.' r:l r. . :

l8 rrurr\ Ll I)rl r\ti,\ . r,r

Qoestion

Di$inguislr wilh suitable examples - Betrecn a case $herc an audkor is ohl gcLl tr \rrrf , rri\ ,,ir
menlbersofacompan]thattheaccountsdonolsiro$alrueandlair\iu\\.a|Jr!:iir,i,rl
unabletoformanopinionastolvhetherornollhcaccountsgile0trueir|dl3ir\t!\i. iit :Iltl.rr'rr :. '

Answer. (discuss SA 705 : Adlerse Report and Disclaime. ofopinionl

Question

Bring oul lhe significance ofthe follo\ying illLr$rative paragraph fouNd in rhe srarutor\, iirdilor \ r.f r: :rr r I

days.

(i) Opening Pamgraphl

"We have audited the attached Balarce Shcel of ........ as ilr 3l' \1rrch. \f. :,r, . :1, ,, 'irili L . ,

Account for the lear ended on rhat date annexed thcreto. Thcse Ilnancial sliltainaIri ilrc if,. rj::r:i.. r .lrt

the compan) smrnagetnent.Ourrespuf\ibilitlistoerpressan!.piIionontitcs3llIilr);rl .r:t.iiI, tt

i l rr|rr}:\ir r'i! ! \"! 'rrr I

Answer

(i) Operirg Pirrgrlph:
. As per SA 700 (revised), lhe opcring or introduclor) par.graph ia(nt lies tirL, il [:1. , ,.,., .

lheenlill tlEt ltave been audilcd, including rhc dare of rnd period co\ercd b,,lt r-, ..



Chap. 6

, ir.. r,irLrilitri Iolh.ur.riul finfil.ilr ital.mcr]i,, il.rL prll.lratioli ol-11.i

r\ (, lllc frilfl]ilcircnt oltlre erl!rprlse.

. :rr,. ir \:.ir .1rlJl).nr! rcqr lrc,c miinagcmelll to nlaii! :rillillcafl ilcco!rntlnLt c5tllI ei ala
I :r. . . I L':r ! the uppft)priltc accounting principles.

.J.rsirr):L:rl:lilji0lthcauditoristoexpressanopiuiononthesaidaccountsbasedonauditcarriedoui

. 1,1 dnetJ. 1 ulir rtg anl Pt4itlionol L,t hir.r

',l,Jrrr llon lh. faraeraph that lhere is a clear cul distinclioi bcl\leen the duties o:
. rLl :tr.':lrr(1llilr

,,",.,,., ,. ,,,.,,.,,,,,rr,, nir 1''.lul!. 200.1. ur.rrilg lll c teiu lnd cd I I " \,larch, 2005, it had issuod sltares
il,l, L,r I !,1 ,'lii. iil lxih\. hrd bolro\ed Rs. 7.5 lakhs each lrorn 2 financial institutions and its
iriinL\. r\ii ,,i ,-\fj\.il! 50 1,lkhs $,hich is credited 10 a separatc account) is Rs.475 lakhs. Will
i- {, lrirrrl.' inuircr Repofl order, :015 (CAIiO) be applicable to A Pv1. Ltd.? (4 mark,
'\! ir. iliritlorr ndil{)r ol Ll Ltd. to whom CARO. 2015 is applicable, how would you report in the
lti,rtrt! .ilrilraiilns,'

i, lr. ,,f)l\in\ h r: \rooC lLraranlce to its sisler concern. $,hose l'lnancial condilion $as nol healthy for a
- ll. l' .Llrr )r otrrJ llorn ! banli.

ri ri. ,r i! rjrrl L)| r)r'(nrll 50!,,;(irr !al c)ofltemsolinvenroryhasbcenconduclcdbythecompa0].
, t ..r ., r r r ," , * :il r.riondLrcledinne\tJ'earduel0lacko[limeandrcsources-
:: Li,.Lr o$.ts ol'lh. compat)'are 50.99/0 ofits net \rofth and it is incurring continuous cash

(4 x 3 = 12 rnark, (Final May 2005)

, . . :-r rr. i ',iiditui.s licpur() O er,l0l5 (CARO)prolides lhat itshallnotappll lo:
\ ,r.il, ir{ !(, l t}i

I ,\r |,Lrl'ilncu coll|lil|J:

, .. iii r,r r. rLirirsrti ro op,-rrre under Sccriolt I oflhe compa0ies ,^c1; and
r ,. ..,. a., .)f. .\

, ' .i (ric .iI)ir.d conrpan) $itll a paid-up capitai and reserves not more than rupees lifty lakhs and
i\rrcir .io.s no1 hale oulslanding loan exceeding rupees I!!{LE!LI!LIE from any bank or
' r1lri.,L r:,litirtior and (locs no1 have a tumover excecding rupees five crores at any point oftime
itrrin!, thc liraicirl lcar.

lliri. L A IiO i" ir01 all)licable to a private limited company if ail ihe aforesaid co|ditions are fulfilled.
lr ihe fr.\-n' c r\r. rhc l.rid-up capiul ol A Pvl. Ltd. is less thal Rs.50 lakhs, lurnover is less than Rs.
j lr.0rar !L rae e\crse dutv is nol l0ken into accounl if it is credited separately lo excise duty account.

I 0\re\,:r, thc ir()unl 0i outslanding loan taken fiom bant/financial institution have 10 lre considered
rj r iur .rJlri,rrtei lrasis. \'l s A Pvt- Ltd. has tohl bo owings ofRs. l5lakhsfrom bolh the in$itutions,
r ( L rt ! r\ i1]lin llr slid lirnit o 125 lakh.
',i ir ! ., i ,.,ir) iL illls all rhc co|dilions. (IARO is nol applicable

- i . ll ) liili . ihc aLr'iitor is re(luired lo stale ir his repofi wherher the company has eiven.rr r1r. li,r (,,rn\ tak.r hv olhers tiont bankorfirancial instilutions. the tcrms and condition
, .ri., ,r .,lrLuacial rothe interesh ofthe company.

' lrl llJrlar :|orld craurine lhe iUOA io determire \lhether the company has lhe power to give

. iir iidllor should.also eraminc $,hether guaranlee has been issued under the sanction of
. iitiaLt( ruthotil\.

, i..inlrl ir \r) ],e.|sured that tlle.ltuarantee given isshorrn as contingent liability.
r ',r,i1,, rlt,]iri,] corsidcr financial slanding ol the party, nature of security offered etc. while

.r..r. : :. r ,. Lrl!rhrr thc guarirntee is prcjudiciallo the inleresl oflhe company,
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Chap.6 Audil Repot
. In ihis case, since financial condition oflhe company on behalfofwhorn Suar,t,rr.,.,

so good, the auditor may report under CARo as iollows:
i "lhe terms and conditions on which the company has given guarantces foi lflrt i,.1.{:li '6ijitirrn, is prejLrdicial to the inrerests ofthe company."

'iir 
j llD.."l \e.iilcnion oi.n\enlor) ir lhe responsio i, ot',, n ar. o. : "

' As per the reqoirements of CARO, 2015 , the auditor is l,eqrLired io ,'liLi' lri ll :

inventories have been physically verified by the management at rcasonalle if,'0r',i,.r ,riii .:, ''
any material discrepancies were noticed on such verilicalion and if so. r,hril.f l l, . ii,i r,..,

properly dealt with in the books ofaccount

' The auditor should salisfy himselfabcut verjfication by th. mlnageneu ir1 !ii.,, ,rr;1, ! :.r,,1

. In tlle given case. physical verificalion oi only 509," (in valuc) ol ii.fts cr i, \
conducted by the conpany. Hence, the above requiremenl olCARO, :0l J hrs rlnl hre]r t.iii lirll

. Thus, the auditor should point out that procedure of inventory verificaLi0r is rot !""esoi,il' e

(iiD. CARO,2015 requires the auditor to state in his report whether in calc 0i r er-rrip,r,,,r 1,,':l

been registered lbr a period not less than l'ive ycars, its accumulaicd losiur in iirr r,,r ,,i l

financialyeararenotlessthanfiltypercenlofitsnet$oflhardwhelhcrri .r,:rliirl .,r'
in suoh financial year and in the immedialely preccding ilnancial lear.

. In the presenl case, Accumulated losses ol the company are i0.9Y,'o oi ris ,rar ,

incurring continuous cash losses since last 2 yeals. Assuming that the coir:;,a!) r . i,r. r .

more than 5 years, the company is covered by the above requirem€nh.

t _h,.c,trdro_(horldreponrnes.urea.perlneabre..id'eqr:'enc'rrr^f..ri/:

Question
Discuss the repo ing requiremenls under CARO 2015 lvhere a companv har,]tl:rrltLrl ,: r,,f . ,.,.
-3 olthe.o npir-ie \rt. lh r(jJ d odepo.r'

Question
Answer the following:

(a) What ar€ the statem ents ol facts that an audilor has 10 repofi u/s 143 0l fie Compa.ies A,]1. :[) I I i

(b) Illustmte. as a statutor) auditor, how would you give a report where all qualificalio0s lrc noL ,.I!ri it,ii,..,il
(c) Under CARO, 2015 how, as a statutory audilor \vould vou comment on the iollowing:

A Tefln l,oan uas obtaiied ftom a bank fo. Rs.75 lakhs for acquiflng I{&l) cr]ulr,irlr:i L ,

lakhs$,asusedlobulacarlbruseoftheconcenrcddjrector.rhowisircr'lcoliingt'rl.lii'ri,: l

Alsrver

(a) Statements of Facts u/s 113(J) of tfie Companies Act,20l3 (Refer to Chrpier i)r
(b) An illusrratir+ Format ofAudit ReIort:

. As per SA 705, auditor is requhed to provide Basis fo. modificaliol as lv.]l :t. ri.: :

thereof in case ofmodilied opinion.
. Howeler, in some cases, il may not be practicable lor the auditor 10 qr ar(ili the .11::t.,: l

ii the audit repo

, Thu\. thc auditor rrat use c5timeles made by the management and cieilii rL, i,.,ii ' ,r ' :

f! lc. . l,d eC o, nln.lsenenlestimale..
. Ordinadly, rhis information \rould be sel out in a separale parag.aoh.

. llluslralion of aqualil'icatjon $1lere quantilicationwas not possibie:-

" No provision has been made in respect ol buy back waffarlies gtvetr ra llla :.ilsla:uit,,
provision required in this behallcould not be ascertained."

SLoje.r ro.ie JL,.!e' !,lr Jpirotr....... ...

{c) Utilisation ofTern Loansi
. Under CARO, 2015 ln audilor is rcquired t0 commelrl !|]teilter lir0t 11,1.. ,. , .. i.

for which the loans wero obtalned.
. The auditor shQuld ascertain whether the company has taken an! "ierm ioaiii'.



Chap. 6

,ririr r:,j, ,rrll\: hilrc a fixcd or prc,detcrmined repayment schedulc.

. r r,r..rrrrr}ir'rii,,'prolidedbybanksandllnancial insfitutions for acquisition ofcapital assei!

Lr r! 0 ier .)fa0 rre Ire sccurily lbr tire loan.
, rr. irrLiiiiL,r jiroLLiJ .\amire lhe terms and conditions subject 10 which the company has obtained thi

LciitL uliu!
! lr I rJ I icsc ii .ns.. lem loan taken lbr lhe plrpose of R&D equipment has been utilized for purchase

ijl .rr nilclL ias no.clation r,/ith R&D equipment.
. Lr. l]: iraitor jjroLLll m.rtion in his repofl tl]at lhe out ollenn loan olRs.75 lakhs lbr acquirini

lil Tl .LtrirliN.rr. l{s.ll iakhs \1,as n0l utilised ior tlte purpose of acquiril1g the R & D equipmAnl.
': .. l

L r 1':L ,,f L

riil i)r\i!!! th! \ illrous ilspects t0 be conside.ed by tlre Statulory Audilor before qualifying his report.

i r. r !lr rtrt Auditof. how would you report on the follolving under CARO:
ll, i,i ii i.lairuiiLcl i.r oI jcwcllery. A senio! employee ofthe Company informed you that the

, irl'L ir.l.i I disc cse thc purily olgold used on thejewellery

' . ', ! r, f. irr LL)r)srdcred Belore Qualif) ing tlle Audit Repoft:

.ta 1,, S /! ,ir.j

Advancetl .lttditing and Ptofessional Lthics

-i-"i.r r

Qsesl

. llr,: ilLriliti,'ts aoncerited !vilh material misstalem€nt in financial statements.
i lf l,r.ols rii accounl are not falsified arising out of difference in the purity ofgold,

0i ihe !old ar'l the sale price ofgold, it has no implication lor ih€ auditor.

" In 1lr. Irclenl case. purity oI gold is not properly disclosed on the jewellery.
fri!nrlaDrrl ls decei!ing customels to obtain an illegal advantage.

: i ,,s. irlrir tlre !lew poil]t of reporting on fiauds under CARO,20l5, lhere is n0

i.e., actual cost

ll ,leans the

implicalion for
i.r',.l traitanr lt. ihc findJrcral slatemenls,

' r .nir!. ro repr)difg is ncccssary ior non-proper disclosure ofpurity ofgold on thejewelry.
, :1 .lru. iJ bt roted i. tltis conncction that no\y as per SA 706, the same can be repo €d in "Oth€r

. it,icr s t_rrriltlnl)lt.

. , L ,.r,1 L iliril ir : l ]-rli) ol thc Companies Act, 1956 on the followilg three situations in respect XYZ Ltd. as

,.:,.,,r. liilrc sivcn $'rittel] representations that the)r have not defauhed u,/s 164(2) of the
,,,i l' :l.-lj

r i',rll. rrrr. 0l lie direclors. Mr. Irlexible has failed to produce written representation that he has not
aclalir.i u,s i61(2)oItheCompaniesAct,20ll.

r r \\'l[ ' a ] Lfr hr! s ol written representalions received from the directors it is noticed that one of the
I ,,, ,r J. trTr iiigid has defaulted in terms ofSection 164(2) oithe Companies Act,2013.

Ili|r r,r r.ir,r L: j l.l,iijl:
i r !'. tri:1 . a:r.ilo \ lrl\e for delaultcd:

' ll r 1 | ir.ls:j Jr'11r. n rittcr rapresentiltions receivcd trotn the djrectors, we report thal none olthe directors
. " .1,iL iici-i iriortll\iarclt,205frombeingappointedasadirectorsinterrnsofSectjon164(2)ofthe

i Li ritrr )r.s r\.1. 20ll
r l,:llrr rrr 0l llc directors lailed to produce rvritten representation.

j,i 
retl

;0ver

:, If
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lhe
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\ rlirri 0 r)j 1)'Z Lt{].. i\'lr. Flerible has lailed to produce any writteD representation as to whether i:E
orhrrc.r.rDirnrcsifrlhichheisadirectorhadnoidefauliedintermsofSectionl64(2)olthecompaniesAi;.-

. . i ,,-.irr oIr ue 1-e rnab ( ro corrr ,enl uhelher lVr. fieiiUle is d.squdlified tr:
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being appoi0ted as director in terms ofsection 164(2). As far as other directors are .0|c!nt.d on thr biLsij ,r

the written representation received from such directors, we repoft tha{ none ol ihc r.rrtininlt d ccror l.i
disqualified as on 3l.3.20l5lrom bei.g appointed as a director il terns olscctjon lL.l(l).1 th.a0l]]l):j ,i.
Act,20ll".

(iii) Where a director is found to be disqualified

"On the basis ollhe wdtten representation receiyed from Mr. Rigid \yho is a dir.ciof oi XyZ Lt(l ir! ,rl

31.3.2015, we repofi that Mr. Rigid is disqualilied fiom beinq appointed as a director'. ril.l S(i ,r .t
0fthe Cornpanies Act, 2013. As far as other dlrectom are concernid, ,rn the basLs oi u Llurr reprc:r,.:1u1 r r

we report that none ofthe remaining direclors is disqualified from being appoiftcJ as ii ,Jrr,
Section I 64(2) of the Companies Act. "

Question

While auditing the accounts of ABC private limited, auditor came across case\ ol prynLcrris to l)rrecr,ri.:.
whereby, expenses ola personal nafure were reimbursed.

Whiledoinglheaudit,X,theStatutoryAudito.ofABCLtd.observesthatccrtai|loafsandul,,Lir*,rrr::,
withou proper securities, certain debtors and creditors were adjusted iniers, and personxl c\pcnscs $cic chrrrj.l

(6 Nirfli,il l [r|rL \^r, :l] i'r'

Propriety elements in CARO, 2015

Whether the conrpany has granted any loans, secured or unsecured to compa,tlaj. ijrllts r , ..

covered in the register maintained under Section 189 ofthe Aci, ifso,
(a) Whether the rcceipl ofthe priIlcipal amount and interest are also reqLrlar

(b) Ifoverdue amount is more fhan one lakh, wltether reasonable steps have bcen taker cj rlru rlrL,lr) or

recover oithe principal and interest.

lo rcvenue. Comnlent

Answer

Refer to section 143(l)

Questiotr

Write short notes on Propriety elements in CARO

Questio
Explain the propriely elements in ihe Companies (Auditor, Repon Order, 2015

Ans.

shall be mentioned.

,a) whether the amount req uired to bc iranslerred to invcstor educalion and pro rec Lion lir | (] i.r1,.1.,r , I

the relevant prolisions ofthe Compa es Act, 1956 (l ol 1956) and rLrles naile itr"rt LLiLie, ,.,. .,r.

tansferred to such fund whhin time.

Whether tlle company has deiaulted in repayment of dues lo
holders? Ifyes, the period and amounl ofdefault to be reported.

(a) ls the company regLilar in depositing undisputed stalutorl dues incl!din! prc\ideft lurd. ln\|!ir,
Education and Protection Fund, Employees'Slate insurance, Income,Tal, Sales-:ar, \'Ai', Ser\ltc tit,,
Wealth 1ax, Custom Duty, Excise Duty, Cess and any other statutory dues wirh lhe rpproprirre luth.riti0.j
and ifnot. the extent olthe arrears of outstanding statutory dues as at the last dir) oltha ijillnorl \.:r.
concerned for a period of more than six months lrom the date they lecame fa.!irll., sllr i l1r irii.r r j f.
the auditor.

ib)lncaseduesoflncornel'ax/SalesTax/WealthTatServiceTax/Cuslornlax/Ercis.Dlti,rc:sluic|u.
been deposited on account of any dispute, the amounts involved and ihe lonrm nhet ilL!rLrtrt lt lrolir:r .

Whelher the company las given any guarantee for loans rakerr bI others llont

.,]

the tems and conditions whereof are prejudicial to rhe inierest ofihe compan\.
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r1 liiii.if.illl;lil150l:rLdiirrDurik!ih..oiniliuiiircl2ilillN.liir.iN..ir.rl.r\rrl 1961

i.irrlil,l ill.S i \i)[]li lN(lO]l[ ]'AX A{-1 l 16i

,r\r( irr irrir arls is 1l)ir r!1lorr7)tl Ii)rc]:.r:rrlll,a,,1 1':-! cil,-rrls nlrd allerds betbre lll Income Tax
' 'I r' | :irirllilla iriirr ilii .

iiii)

,.r r r,l.: 1hclflom,JTarAclof1q6l are xs belo$l

l iecl sectio 288 - A pe$on $h0 has Lrcen corv;cled 0l any cllence connected with any lncome Tax

lrijarrit irf, 0r ar llho]! ! penalty has becn imposed url€i the said Acl is disqualified fiom teprescnting an

ir. J .J!. r. ( )ici ao rnisliutrrCLnnnrissir:,rei,ri itrirLrrr: Tr,r has lten gi!er po\\'ers to dclelmine the

1r,:r,i r1 sr L l iii sq iLr 1ilicitior ol a penon. ,{ Chafiered i\ icounlanl lound gLr iltl of prolessional miscondlcl
,r ir.,r jr.|l;s\ional aapircill b] th. aouncil ofthc Inslil0le ( lChxrlered Accountants of Irdia, can nol act as an

rLrrirl)r'rs.d rcp!'cscntative (fui an,,- rnalter rvilhin the dtfinition oi a meirber in placlice) lbr such time that the

.. .r ..rl!. '.,. o qr.rlific,trrriorprucl!ing.
I rlcr sccli0n 273 " Any person Rho acls or ii]duces. ill an] inannar anolher pcrson to make and deliver 10

t]]r] If,r,$ c I a\ A [lhorities a fa]se accou nt. slalenren i. or decTaretion, relating to any income chargeable to toi
rL rL r ir: lri'Ls ro hc lilsc 0r docs nol b€iievc lo be iru..

iriirrl{nlcil,t0iihcInc0mrTr1 litlI0! - Undcrlirls 1il. it Chiilerad Accoli,rlant who as an autho zed

ic!r'ri.irl:lri\. irli prcIilr.d Lhe Ielun tlied L) the $reslc,l, lriis lo lLlmish 10 Lhe Asjessing OlficeI, the

fr:l(,.1. \ rr 
_ilr.nrLJrls. 

ilxlcnerls rni rLher doarrlrcrrls ir)lirr.i 10 h; n ir) lltt assc5see Ior lhe prcparation of
iir. iilli-f \\rl.re lh. Chellcrcd Accountarl has condL al.d af c\rrlrnalion ol sLrcir tecords, he has also lo

\iri,ii i ri r'.||l1 0n t])e scope aird resLllts of sudr c\arniniLi o1r. Tte leporl lo be sLrbmitted will be a statement

,,, i . jr. inciriifg 01 S.0iiori2i7oflheln.onlcln\r\.1.'llilisri ihis leporr c.rntains an1 inlormaiiort rlhrch
. r...ri,r\,irichrh!ChilftercdAccornrlxnteiiherknoun,rbc|elcskr.bclalseorunlrrre,hewouldbelialle
' r,i,) Li lul)lrsolnnant\riri(l n ty e\ianailf Seftn \aiis i d h a ile,

i . i{ li\ I lr\.\ L, LIAI}It,lTY FOI M IS-S'|A1li]l l.fiT-s
In PITOSPIICTIiS

(Sec. 31 0f2013 Act)

'illrirt l1 rr intirll
ir,rl)iirLr

iltierces

Where a prospectus lncl|l(cs an],stnlement \,r'hicl is Llnlrue or misleading in form or

.0...,.i.rr ri.l, t' r,lro( "r ....'. u,. i.lJ'r'iot. "r r nr*ion o' a') naner s.like')

L0 mislead, every person \rho authoiizes the issre of such prospectus shall be liable u.is

,141.*

ll!litj ilt

The ferson proles Lhel the slitelNclL or omission was immaterial.

'Ilre person pro!o! that

fe had reasor)allc grouftl Io belleve that lhe statement \vas true;

he continLrrd tc believe uflo ihe iime of issue oithe !rcspectus,
I |ol ri'. ,.r'fl'(r $ " .. , r Lre 'n.l r io. or orri'sion r^a!

ileccs!ll!1.

ii;- j"j illi)i lts Ac..1ih' t i) ii{'!:ri1:}'i : lir',,
[i\i'1,]ii'l'S or Ci 1'll, l.IA]J,li,l't ! i{)k

l;I.iLfill{S,{N0
li lli.5 i ,\'i'trll liNT

(Sec. 35 0f2013 Act)

\'r l1.I !!:ar. -i5
niir,tcicd?

[?]lere a pei:,.)i lrir: ,r-,,rr,i,,,t iur sc.!ritir: ',1a aompar] acting on any

in.ludcd, 0r :ir l:r'lll,'u r imirisirr .: any iriittel, in the prospectus

slatement

u,hich is

mi:.lea.jilr!l i:llti iii,r , nrr"a,t ...,t, laj:j! .: J:ti}iiie as a consequence thereof.
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Chap. 6

Persons Iiable for
mis-shtemcnt

(i) The conrfan]

(ii) Every person who is a director ofthe companJ- al the lirne ol issue oIfrosJr..trs:
(iii) Eveq irelson *ho lras aulhoriscd himsell to bc nimed and is narned in lhe

nrospeclus iis a director oflhe company;

(i\,) [ver] pcrsrrr \\lio has agreed lo becofie a dirtet,,r oi:hc tonfrr) tilh,,
i rmadialelli 0r alier rn inrenal oltime:

(v) l-r,er) r)crson \\i'o \ir|rcrn(rlc! ol the corr|ilr\:
(vi) E\cry person \\l'o his irLrthoriscd the issLre ol rhe pro\nccrrls: .urll

Punishmenf

(vii) [vcr) p']r'son $ho is irfl experl.

Lrcrl pe .un lrl-r r: i. r|..13e[(nls.-.ll-- rLl. lo'

rlr rx\flenr.rr co .rI:llion loevr0 fe^^r' \\ho hd.'.rrr"".i.r.. :,.. :.. -..
(b) punishnrent ibr tiau(lulently indrLcing any peison to inv$t m0rr! uis l6

Defences No person shrll bc liable u's i5, ifhe proles -

le) th"1l, haYinLl co icirleJ ro become a dircclor ol tlu rorrrliurr. hr rlth.lr,rir
consent bcfore t\e ssue of lhe prospcctLs. and lllaL it r\a\ isjLrci n i.rtrL i l.'
nuthorit) or coasenl: or

(o) thal ihe prospeciiN was issucd wilhoul his kno$loilge l,r.ori\rrLL,.rLi,i i .. ,

becomingil\larrrl ils issue, helolhu,ith rlave arclson bla llLrll r)!l i,J Liil r,..r.
issucd r\ilhoili hi' ilo\lledge or corrsenl.

Liability in case ol
fraud

Where it is proved thal a p|Npecnrs hiN been issfled with intert to dcllil(Ld th.0fll .rmrs

or any other pcrson or ];r anr fraudLrlenl purpose. every fc^on 'rlcrrl ro rL S.r. lj
)hall be teisornii)- responsible. \'ilhou anl li rlarionol lirbiiil). li,r iril .,r i,r'r rfi.i
losses or duragcs th rna) hale bcan i,lcurla hl an; pctsrrt \!lr, \ rhrrih,,l r,, 1i1,'

securilics on lllc baslsuln0h prospcclus

6.9 l'IINISHNIENT Xt0R Fil,\lII) (Sec. ,147 ofthc Cornprnies .\rt,2l)1,1)

When is Ser. l{?
attracted?

Punishmenl u/s

!47

Frn l i'ivolv\ nlthlit hteftst

fr{i ,Ih\tko htutt

ilhlt. I tr\ t' i t o l ]il u i i

llii, l'it
Mt\, iitlt i

1n!ounl;nroi\eil !rl llia iriiuJ

Lirlrcs Lile rnrorrnt irvol!.J ll) llrc
liitrt

I yeam

l0 r aiirs

other liabilites to
remain unaffected

)lcaring ofccrtair
terms

'lhe persor liablc $s 417 shll conllnue lo be liabl.lor 0n\ ol|cr liibilil) if']er tiri.,,i :

ant othe, la\! for lhe tirie bcing in Force (including rupaynenl ol irny d.brl

Ftt ul l:mLrd'ircrr:dcs any lct. orlriJrir)rr. cc!raairIrrrt il iir
losil on \\ llr rnieft to (lecei!e. 1o r.l ill undrL0 ird!arlirq(
thc irtcrcni (\1. ar) otfcr lersof. \1h.rhcr or rr)r ,lrrif

gr,in or irrorrgful loss.

lltun&litllltit! \\roigiul tiiir'medir$ the galf il u la\!liLl Ntlrili irL Iir.rfeir. r1, fll Ll

thc F|scn !iiinin! is nol lega!h rrrlilleC.

lkongl bss Wllnrgiirl ['.s',ncans lhe loss b\ ul]a\\,t!l nlaiLrL, .,1 |:irar . .r

lhe per!m loslngli legalll entitle{1.

Note; [or iiabilitics oir!udit0r, xr!d0r sectil)n l1?, plclsc rchr Io clrprri :.
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' )i . ,. ._ ._ __ .__ Adro*rd tuditing *d pr 
Chrp. 6

:- r:r: li;'ir."l'ir sirrrlerds or Anditirg, in what circumstances does the report ol'the slatutory auditor require
,,.,.,i,, i\iurlrc rhr ilpej ot modii;catjons possiblelo the sajd report? (g mark, (Nov.,2dl2)

i:, ),. r \oo g .he(ered accountant, wants to start pmctice and he requires you advice, among other things, onrr,. li,L, rir.ta!irJirurundertleCompaniesAct, 1956. Kindly guide him. (4 marks) 0.,10v., 2013)

l-lrestion

ArJii Qualiication vs. Emphasis ofMatter (3 mark$ (llov.,2014)
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